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PURPOSE

EXECUTIVE SUMMARY

The Food Security Act of 1985 (P.L. 99-198) required the
Secretary of Agriculture to conduct a study of the Quality
Control (QC) system currently in use for the Food Stamp
Program. The law mandated that ''the study shall examine how
best to operate such system in order to obtain information that
will allow the State agencies to...provide reasonable data on
the basis of which Federal funding may be withheld from State
agencies with excessive levels of erroneous payments.'" This
paper provides information that can be used to evaluate the
basis on which States are held accountable for unacceptable
levels of overpayments.

Under the current QC system, States are liable for overpayments
which exceed a legislatively established threshold (currently
set at 5 percent of total benefits paid), and all States are
held to the same standard of acceptable overpayment error.
Because this practice of equal treatment does not take into
account the fact that States face different situations that may
make it more, or less, difficult to reduce overpayments, some
State administrators have maintained that the system is
basically unfair. QC error rates may reflect not only the
administrative performance of an agency, but also the
difficulty of the caseload served and the characteristics of
the operating environment -- factors that, it could be argued,
are beyond the control of State and local managers. If some
factors can be identified that have a clear and measurable
effect on the difficulty of preventing error, it might be
appropriate to adjust error rates or, equivalently, error
thresholds to account for the differences among States. Such
adjustments would then, in theory, provide a better measure of
relative State performance; it would acknowledge the good
performance of those States that have lowered their error rates
in spite of facing difficult conditions.,

To date, however, there has been no clear empirical evidence on
which to base such adjustments. Furthermore, the distinction
between which factors are controllable and which are
uncontrollable is not always clear. Managers facing large,
dynamic caseloads, for example, are likely to adopt a different
set of administrative practices than managers facing small,
stable caseloads. While these managers cannot control the size
or stability of the food stamp population, they can control
their response. States have been given substantial flexibility
to put procedures in place which minimize overpayments, with
the Federal government paying half the cost of administering
the program. If States face different situations, then they
may implement administrative procedures that are best suited to
the particular causes of errors which are most prevalent in
their States.

vii



METHODOLOGY

RESULTS

viii

Our purpose in this study was not to resoclve the philosophical
debate but to explore the practical aspects of the desire to
adjust error rates for external factors. The objective was
twofold: to determine if there are external factors such as
caseload characteristics and socioeconomic conditions which
account for observed differences in State QC payment error
rates; and, if such factors do account for these differences,
to evaluate the feasibility of developing a procedure to adjust
error rates to compensate for their effect.

The data used to examine these issues combined informa-

tion from the Fiscal Year 1984 Integrated Quality Control
System (data on individual participants) with information from
the 1980 Census of Population and Housing (data on the
characteristics of the area in which the participants

reside). Payment error rates were decomposed into five

parts: the probability of an overpayment error occurring; the
amount of an overpayment error should one occur; the
probability of an inmeligibility error occurring; the amount of
an ineligibility error should ocne occur; and the size of the
food stamp allotment. Statistical models were developed for
each component to examine the relationship between each of the
five outcome measures and caseload and socioeconomic
characteristics. The separate results were then combined to
derive an adjusted payment error rate for each State. The
adjusted rates were then compared to the State reported error
rates to determine whether the two estimates were significantly
different. Finally, the sensitivity of the statistical
procedures was examined by varying the specification of the
different models (i.e., changing the variables that were
included) and by replicating the analysis on data for Fiscal
Year 1985 to assess the extent to which the results would be
stable from year to year.

The analysis described in this paper yields the following
findings:

. Some caseload and local area socioeconomic characteristics
are statistically significant predictors of both the
incidence and amount of overpayments and/or issuances to
ineligible households. These include: household size, the
presence and source of income and assets, the number of
deductions, and the density of the population around the
local office area in which a household resides. However,
some important variables, particularly measures of caseload
dynamics, could not be included in the analysis. In their



absence, only part of the effect of caseload
characteristics on payment error is captured by these
models.

Accounting for the effect of these factors produces
adjusted error rates that are statistically different from
State reported error rates; on an individual State basis,
the adjustments are statistically significant for 30
percent of the States (i.e., 15 out of 50).

The adjustment procedure produces relatively large
adjustments to State reported payment error rates: the
average error rate is about 8 percent, and the adjustments
range from almost -3 percent to approximately +2.5
percent. Adjustments of this magnitude can have a
substantial effect upon a State's liability for erroneous
payments. Applying the law currently in effect, the
liabilities for 22 States would not be affected by the
adjustments; but liabilities would be reduced for 16 States
and increased for 12. Any change in liabilities is
substantial in dollar terms: under existing law the
minimum change has to be 5 percent of the federal share of
a State's administrative costs. Some of the changes would
be quite large: for five States, the adjustment would add
liabilities of 20-25 percent of their federal
administrative costs; two would have reductions in
liabilities of similar magnitude.

The results reported here yield adjustments that are much
different from those associated with two recently
introduced legislative proposals (H.R. 1279 and H.R.

2621). Moreover, the correlation between the adjustments
derived from the two legislative proposals is quite low as
is the correlation between them and the adjustments
calculated from our empirically-based adjustment procedure.

Small changes in the analysis procedures can make important
differences in the resulting adjustments for some States.
The calculated adjustments to State payment error rates
were based only on one of many statistical models developed
from the same data during the course of this analysis. 1In
a purely statistical sense, many of these other models
performed equally well: the explanatory power was roughly
the same, the correlation between the different adjustments
was reasonably high, and the regression coefficients were
significant. However, for a few States the adjustments

1x



produced by these alternatives were found to be
sufficiently different to have an important effect on their
liability for erroneous payments.

The exclusion of an important variable from the models was
found to produce adjustments that are substantially
different for a large number of States. Because a class of
potentially important factors--measures of caseload
dynamics--could not be included in this analysis (due to
data limitations), proceeding with the models presently
available might entail compensating States on the basis of
a seriously inaccurate picture of the caseload and
socioeconomic characteristics that make controlling payment
errors more, or less, difficult.

To be acceptable, an adjustment procedure should alsoc be
relatively stable from one year to the next; wide swings in
the size or direction of error-rate adjustments would
probably raise serious questions about the fairness or
usefulness of the entire adjustment process. Comparing
adjustments computed for Fiscal Year 1984 and Fiscal Year
1985, we found ten States with large changes (i.e., more
than one percentage point) in the adjustments from one year
to the next. In seven of these ten States, the direction
of the adjustment changed; it was positive in one year and
negative in the other. Twenty other States experienced
moderate changes (more than half but less than a full
percentage point). And in another 20 States the difference
between the 1984 and 1985 adjustments was less than half a
percentage point. Although these changes are largely due
to sampling variability that affects even current
procedures for calculating State error rates, the
complexity of the adjustment procedure may make these
differences seem more arbitrary to State administrators.
The effect of these changes is often large enough to make a
substantial difference in a State's financial liability.
For example, New York's error rate would have been adjusted
upward by 0.8 percentage points in 1984 but by 2.3 points
based on the 1985 sample. The difference in the adjustment
would have meant & difference of about $12 million in
financial liability.



Considerable progress has been made in identifying factors that
contribute to variations in error rates. Accounting for the
effect of these factors yields adjusted error rates that are
reliably different from the original State-reported error rates
for 30 percent of the States. Moreover, the magnitude of these
ad justments is large enough to have an important effect upon
the fiscal liabilities of some States.

The statistical models on which the adjustments are based are
sensitive to the exclusion of important measures of State
caseload and socioeconomic characteristics. Because we know we
have excluded a potentially important class of variables from
this analysis (i.e., caseload dynamics), proceeding with our
current models might result in inequities by compensating
States on the basis of an incomplete picture of the underlying
causes of payment errors. In light of this, we believe that
the adjustments will not necessarily produce error rates that
are more equitable. Rather than improving the current system,
the adjustments could simply exacerbate the debate over the
fairness of withholding funds from States with excessive levels
of erroneous payments.

x1



I INTRODUCTION

The Food Security Act of 1985 (P.L. 99-198) requires the
Secretary of Agriculture to conduct a study of the Quality
Control (QC) system currently in use for the Food Stamp
Program. The law prescribes two distinct objectives for this
review, mandating that "the study shall examine how best to
operate such system in order to obtain information that will
allow the State agencies to improve the quality of
administration and provide reasonable data on the basis of
which Federal funding may be withheld from State agencies with
excessive levels of erroneous payments."

This paper has been prepared to support the second of these
objectives, to provide information that can be used to evaluate
the basis on which States are held accountable for unacceptable
levels of overpayments.l/ Under the current QC system, States
are liable for overpayments which exceed a legislatively
established threshold (now set at 5 percent of total benefits
paid). For the most part, all States are held to the same
standard of acceptable administrative error. This practice,
however, does not take into account the possibility that States
may face different situations that may make it more, or less,
difficult to control overpayments. For example, some cases may
be inherently more difficult to administer, thereby increasing
the likelihood of error; States with a greater proportion of
such cases may, as a result, find it harder to achieve a low
error rate.

Some State administrators have maintained that the practice of
equal treatment is basically unfair. QC error rates may
reflect not only the administrative performance of an agency,
but also the difficulty of the caseload served and the
characteristics of the operating environment -- factors that,
it could be argued, are beyond the control of State and local
managers. If some factors can be identified that have a clear
and measurable effect on the difficulty of preventing error, it
might be appropriate to adjust error rates or, equivalently,
error thresholds to account for the differences between
States. Such adjustment would then, in theory, provide a

1/Although the QC system is used to examine both underpayments
and overpayments to beneficiaries, we have focused only on the
latter type of errors. Because overpayment errors (including
both excessive payments to eligible cases and payments to
ineligible households) are used to assess State liabilities,
they have been the central aspect of the debate over the
fairness of the existing system.
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better measure of relative State performance; it would
acknowledge the good performance of those States that have
lowered their error rates in spite of facing different
conditions.

To date, however, there has been no clear empirical evidence on
which to base such adjustments. Furthermore, the distinction
between which factors are administratively controllable and
which are uncontrollable is not always clear. Managers facing
large, dynamic caseloads, for example, are likely to adopt a
different set of administrative practices than managers facing
small, stable caseloads. While these managers cannot control
the size or stability of the food stamp population, they can
control their response. States have been given flexibility to
put procedures in place which minimize overpayments, with the
Federal government paying half the cost of administering the
program. If States face different situations, then they should
implement administrative procedures that are best suited to the
particular causes of errors which are most prevalent in their
States.

Our purpose, then, is twofold: to determine if there are
external factors such as caseload characteristics and
socioeconomic conditions which account for observed differences
in State QC payment error rates; and, if such factors do
account for these differences, to evaluate the feasibility of
developing a procedure to adjust error rates to compensate for
their effect.

The Food Stamp Program provides food assistance benefits

to households that meet eligibility requirements based on
income, household size and assets (e.g., bank accounts,
vehicles, etc.). Benefits are issued in the form of coupons
which eligible households can use to purchase food from
approved retail stores..

The program is administered by the U.S. Department of
Agriculture, Food and Nutrition Service (FNS), which provides
100 percent financing for the food stamp benefits ($10.8
billion in fiscal year 1985) and 50 percent financing for the
States' administrative expenses (about $900 million in fiscal
year 1985).

In order to ensure that food stamp benefits are provided to
those households that are, in fact, eligible, Congress mandated
the QC system as part of the Food Stamp Act of 1977 (a similar
system had already been in use under regulations issued in



1971). The QC system focuses on the accuracy of household
eligibility and benefit determinations. It provides two
general measures of certification accuracy for each State.2/
The first is based on an intensive review of a probability
sample of Food Stamp Program participants. These reviews
determine whether the participating household is eligible and
receiving the correct food stamp benefit -— neither more nor
less -- given its income, expenses, resources, and living
arrangements. The gsecond measure is based on a sample of
households whose application for food stamps has been denied or
whose benefits have been terminated. These reviews of
"negative actions" determine whether the decision to deny or
terminate was based on correct procedures.

The current QC process is conducted in two parts: the State
review and the federal re-review. In the State review process,
samples of food stamp households are selected, and State QC
staff conduct intensive reviews of each case to determine if
the eligibility and benefit decisions recorded in the case file
were based on an accurate assessment of household circumstances
and correct application of food stamp policy. The results of
State reviews for each case are recorded on QC review schedules
(see Appendix A) and transmitted to the Food and Nutrition
Service (FNS) of the Department of Agriculture. Based on the
State review results, a reported error rate is computed.

The federal re-review establishes an official error rate, which
is the basis for asseéssing liabilities and offering incentives
for State performance. Federal QC staff in each FNS Regional
Office select a sub-sample of the cases reviewed by State QC
staff, and conduct their own review to determine if household
circumstances were correctly evaluated and eligibility policy
correctly applied. The results of the federal re-review are
recorded for each case in this subsample; these results may
differ from the State review results for particular cases.

2/Includes the 50 States plus the District of Columbia, Guam
and the U.S. Virgin Islands. Puerto Rico is not included
because, in July 1982, its Food Stamp Program was replaced with
an annual block grant.



The official error rate, calculated on a federal fiscal year
basis3/, is based on the results of both the federal and State
reviews using a ''regression estimator"4/. This estimate
corresponds to the error rate that would result if the federal
QC review, preceded by a State review, were applied to the
entire caseload. The estimate is further refined to adjust for
the percentage of cases in the original State sample for which
reviews were not completed. This second adjustment is intended
to maximize incentives for completion of reviews at the State
level (Appendix B provides State-by-State regressed error rates
for Fiscal Year 1984).

The Food Stamp Act Amendments of 1982 established a liability
system based on the regressed payment error rate that is
determined for each State. Under this system, the regressed
error rate is compared to a Congressionally mandated target or
threshold. States are financially liable for error rates that
exceed the threshold, however, States with error rates below
the threshold can receive incentives in the form of enhanced
federal reimbursements under certain circumstances. The
assessment of liabilities provides a mechanism by which both
State and federal governments share in the cost of
certification error. Because food stamp benefits are fully
funded by federal tax dollars, the federal government would
bear the full cost of all erroneous payments in the absence of
quality control liabilities. Quality control liabilities limit
federal fiscal participation in erroneous benefits, thereby
redistributing some of the risk of erroneous certification
decisions to State and local agencies. In 1985 alone, the cost
of erroneous overpayments was nearly $900 million of which
States were held accountable for less than 25 percent.

3/Prior to fiscal year 1983, States made reviews and compiled
and reported results for 6-month periods beginning each October
and April. Since then the official Food Stamp Program error
rate has been reported on an annual basis.

4/See Hansen, Morris H. and Benjamin J. Tepping, "A Statistical
Evaluation of Food Stamp Quality Control", Westat Inc.
(forthcoming)



For Fiscal Year 1984 (the year covered by the analyses reported
in this paper), most States had a 7 percent error rate
"threshold" and were generally liable for any overpayments that
exceeded 7 percent of the total benefits they had issued during
that year.5/ For Fiscal Year 1985 and each subsequent year,
the error rate threshold was reduced to 5 percent (see Exhibit
1.1). A State's liability is equal to 5 percent of its
federally reimbursed administrative costs for each of the first
3 percentage points (or fractions thereof) by which the State's
overpayment error rate exceeds the threshold and 10 percent for
each additional percentage point or fraction thereof. For
example, Wisconsin, which had a 9.6 percent error rate in
Fiscal Year 1984, was liable for an amount equal to 15 percent
of its Fiscal Year 1984 federal reimbursement for
administrative costs--5 percent for each of the 3 percentage
points (or fractions thereof) by which it exceeded its 7
percent threshold. Alabama, whose error rate was 13.4 percent
in Fiscal Year 1984, was liable for an amount equal to 55
percent of its Fiscal Year 1984 administrative reimbursement--
15 percent for the first 3 percentage points in excess of the 7
percent threshold plus 40 percent for the additional &
percentage points. In no circumstance, however, can the amount
of a State's liability exceed the actual amount of
overissuances represented by the difference between the error
rate and the threshold.

3/Not all States were required to meet the 7-percent threshold
for Fiscal Year 1984, The formula established by the 1982 Act
permitted 17 States to meet less stringent, individually
determined threshold. The individual target for these States
was a reduction in the error rate equal to at least two-thirds
of the difference between their error rate for a legislatively
established base period--October 1980 through March 1981--and
the 5-percent target for Fiscal Year 1985. For example,
Connecticut with a 14.1 percent error rate in the base period
had to reduce the error rate by at least 6.1 percent (two-
thirds of the 9.1 percent difference between 14.1 percent and 5
percent) to avoid a Fiscal Year 1984 liability. Connecticut's
error rate for Fiscal Year 1984 was 7.1 percent--a decrease of
7 percent from its base-period error rate. Therefore,
Connecticut was not liable for Fiscal Year 1984, even though
its error rate exceeded 7 percent.



EXHIBIT 1,1
State Regressed Payment Error Rates, Thresholds, and Liabilitles: Fiscal Years 1984 and 1985

Fiscal Year 1984 Fiscal Year 1985
Error Rafe Threshold Error Rate Threshold
State {percent) (percent) Liabliity (percent (percent Liabllity
Alabama 13,35 7,00 $9,221,622 13,50 5.00 $13,118,714
Alaska 9,29 10,45 none 13,53 5,00 2,096,078
Arizona 9,38 8,36 1,199,017 9,38 5,00 4,329,756
Arkansas 9,66 7,00 1,144,268 7,88 5.00 1,242,979
Calitornia 1,67 7.00 4,263,749 7,08 5.00 13,136,972
Colorado 10,66 71.25 1,381,910 8,48 5.00 1,354,275
Connecticut 7.1 8,04 none 7,04 5,00 1,025,885
Delaware 6,40 7,00 none 7.17 5,00 - 246,819
District of Columbla 8,80 7.93 235,823 9,81 5.00 1,561,937
Florids 8,95 7.48 2,116,453 6,7 5.00 2,432,062
Georgia 9.56 7,00 3,697,445 12,91 5.00 16,441,248
Guam 3.39 7.00 none 5,33 5.00 27,92
Hawal i 3,69 1.00 none 4,35 5.00 none
Idaho 6,68 7,00 none 5,16 5.00 57,098
tilinols 8,3t 7,00 2,844,492 8,16 5.00 9,029,457
indiana 8,64 7.00 1,361,069 10,90 5,00 5,659,493
lowa 8,51 7.00 690,194 8.4 5.00 2,028,618
Kansas 7,35 71.20 101,150 8,16 5.00 1,078,122
Kentucky 8,98 1.00 1,395,355 6,00 5,00 776,939
Louisiana 10,16 7,00 5,283,439 9.76 5,00 7,719,113
Maine 6,74 7,00 none 7.9 5.00 598,696
Maryland 6,85 7.9 none 1,37 5.00 2,531,992
Massachusetts 9,86 7.45 2,321,093 9.7 5.00 5,860,198
Michigan 6,46 7.00 none 7.35 $.00 4,563,908
Minnesota 9,77 7.00 1,461,779 9,51 5.00 3,218,338
Mississippl 9.24 7.00 1,731,084 7.98 5.00 1,816,892
Missour| 5,83 7,00 none 5.23 5.00 487,902
Montana 8,77 8,46 90,933 7,44 5,00 385,539
Nebraska 8,40 7.00 301,193 9,04 5,00 1,152,601
Nevada 2,54 7,00 none 2,48 5,00 none
New Hampshire 8,18 71.76 73,631 4,42 5,00 none
New Jersey 7.47 7.00 1,008,471 8,50 '5,00 5,829,207
New Mexico 1,83 7.60 2,197,196 8,83 5,00 1,620,452
New York 10,14 8.34 10,063,964 7,11 5.00 16,280, 44)
North Carollna 7.22 7,00 523,964 6,49 5,00 1,802,557
North Dakota 6,27 1.00 none 3.53 5,00 none
Ohio 6,65 7.00 none 7.43 5,00 3,690,595
Ok | ahoma 7.61 71.00 566,756 10,58 5,00 5,312,273
Oregon 9,18 7.00 1,340,292 9,41 5,00 3,800,149
Pennsyivania 10,41 7,00 7,819,005 9,36 5,00 11,709,304
Rhode isiand 7,08 1,25 none 8,00 5,00 391,265
South Carollina 10,80 7.00 3,159,387 12,10 5.00 8,319,451
South Dakota 3,59 71,00 none 3,15 5,00 none
Tennessee 6,09 71.27 none 6,39 5,00 2,058,553
Texas 9.97 7.00 8,212,334 10,38 5,00 28,120,597
uUtah 11,37 7.00 1,334,155 7.26 5,00 583,204
Vermont 9,71 7.00 200,169 8,06 5,00 410,263
virginia 7.63 71.00 652,347 6,67 5,00 1,415,766
vVirgin Islands 12,13 8.32 259,762 9.73 5,00 299,390
Washington 9.23 7.00 1,509,980 9,50 5,00 4,048,211
west Virginia 6.95 7.00 none 5.07 5,00 111,525
Wisconsin 9,60 7.04 1,391,622 8,00 5,00 1,267,661
Wyoming 9,08 7.117 94,377 6,78 5,00 138,332

Total $81,350,279 $201,189,415






